To the Village Council
of the Viliage of Grass Lake

In planning and performing our audit of the financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Village of Grass Lake as of and for the year ended February
28, 2008, in accordance with auditing standards generally accepted in the United States of America, we
considered the Village's internal control over financial reporting (internal control) as a basis for designing our
auditing procedures for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the governmental unit's internal control. Accordingly, we
do not express an opinion on the effectiveness of the governmental unit’s internal control.

Our consideration of internal contro! was for the limited purpose described in the preceding paragraph and would
not necessarily identify all deficiencies in internal control that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control that we consider
to be significant deficiencies and other deficiencies that we consider to be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a contro! deficiency, or a combination of control deficiencies, that adversely affects the
entity's ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstaternent of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the entity's internal
control. We consider the following deficiencies to be significant deficiencies in internal control.

2008-1: The management of the Village has the ability to produce internal reporting that allows for
financial management of the day-to-day operations. However, management relies on the external
auditors to prepare its external audit reports. While this may be typical of some smaller
municipalities, it is considered a material weakness under SAS 112,

2008-2: Due to the limited personnel in the accounting department, the Village lacks segregation of duties
over several areas, including cash receipting, journai entry processes, and cash disbursements.
The limited size of the staff does not allow for segregating duties. Council should be aware of and
attempt to establish procedures to minimize this lack of controls.

2008-3: During the course of our audit, we made several material adjustments to various funds. By
definition, this is considered a material weakness under SAS 112, which became effective this
year.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or detected
by the entity’s internal control. Of the significant deficiencies described above, we consider Findings 2008-1 and
2008-3 to be material weaknesses.

This communication is intended solely for the information and use of management, the Village Councit and others
within the organization, and is not intended to be and should not be used by anyone other than these specified

parties.
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Willis & Jurasek, P.C.
September 24, 2008
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September 24, 2008

To the Village Council
Village of Grass Lake

We have audited the financial statements of the governmental activities and each major fund of the Village of
Grass Lake for the year ended February 29, 2008, and have issued our report thereon dated September 24, 2008.
Professional standards require that we provide you with the following information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards

1) As stated in our engagement letter, our responsibility, as described by professional standards, is to express
opinions about whether the financial statements prepared by management with your oversight are fairly
presented, in all material respects, in conformity with U.S. generally accepted accounting principles. Qur
audit of the financial statements does not relieve you or management of your responsibilities. Our
responsibility is to plan and perform the audi to obtain reasonable, but not absclute, assurance that the
financial statements are free of material misstatement

2) As part of our audit, we considered the internal control of the Village of Grass Lake. Such considerations
were solely for the purpose of determining our audit procedures and nof to provide any assurance concerning
such internal control.

3) We are responsible for communicating significant matters related to the audit that are, in our professional
Judgment, relevant to your responsibilities in overseeing the financial reporting process. However, we are not
required fo design procedures specifically to identify such matters.

Planned Scope and Timing of the Audit

We performed the audit according fo the planned scope and timing previously communicated to you in our
discussions about planning matters heid prior to the audit field work.

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In accordance with the
terms of our engagement letter, we will advise management about the appropriateness of accounting policies and
their application. The significant accounting policies used by the Village of Grass Lake are described in Note 1 to
the financial statements. No new accounting policies were adopted and the application of existing policies was not
changed during the fiscal year. We noted no transactions entered into by the governmental unit during the year
for which there is a lack of authoritative guidance or consensus. There are no significant transactions that have
been recognized in the financial statements in a different period than when the transaction occurred.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Cerfain accounting estimates are particularly sensitive because of their significance io the financial statements
and because of the possibility that future events affecting them may differ significantly from those expected.

The disclosures in the financial statements are neutral, consistent, and clear.
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Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit

Corrected and Uncorrected Misstatements

Professicnal standards require us to aceumulate alf known and likely misstatements identified during the audit,
other than those that are frivial, and communicate them to the appropriate level of management. The journal
entries provided fo management, including some that were material misstatements detected as a resuit of audit
procedures, were corrected by management.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, repering, or auditing matter, whether or not resolved to our satisfaction, that couid be significant to
the financial statements or the auditor's report. YWe are pleased to report that nc such disagreements arose during
the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated September 24, 2008.

fManagement Consultations with Other Independent Accountants

in some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to ebtaining a "second opinion” on certain situations. If a consultation involves application of an accounting
principle to the governmental unit's financial statements or a determination of the type of auditor's opinion that
may be expressed con those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the governmental unit's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a condition
to our retention.

This information is infended soiely for the use of the Village Ccuncil and management of the Village of Grass Lake
and is not intended to be and should not be used by anyone other than these specified parties.

Very truly yours,

Withs & Jma‘s’@é Pl

Willis & Jurasek, P.C.
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Independent Auditors’ Report

Members of the Village Council
Village of Grass Lake
Grass Lake, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component units, each major fund, and the aggregate remaining fund
information of the Village of Grass Lake as of and for the year ended February 29, 2008, which coilectively
comprise the Village's basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the Village's management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America issued by the Comptrotier General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion,

In our apinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the governmental activities, the business-type activities, the discretely presented component
units, each major fund, and the aggregate remaining fund information of the Village of Grass Lake as of
February 29, 2008, and the respective changes in financial position and cash flows, where applicable,
thereof for the year then ended, in conformity with accounting principies generally accepted in the United
States of America.

The Village of Grass Lake has not presented the Management's Discussion and Analysis that accounting
principles generally accepted in the United States of America have determined is necessary o supplement,
although not required to be part of, the financial statements.

The budgetary comparison information on pages 24 - 26 is not a required part of the financial statements
but is supplemental information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplemental information. However, we did not audit the
information and express no opinion on it.
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Members of the Village Council
Village of Grass Lake
Page 2

Our audit was made for the purpose of forming opinions an the financial statements that coliectively
comprise the Village of Grass Lake's basic financial statements. The schedules listed in the table of
contents are presented for purposes of additionai analysis and are not a required part of the financial
statements of the Village of Grass Lake. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the financial statements taken as & whole.

Wl o funaack PG

Willis & Jurasek, P.C.

September 24, 2008



Assets:

Cash and investments
Receivables
Special assessment receivables
Due from other funds
inventory
Capital assets, net

Not being depreciated

Being depreciated

Total assets

Liabilities:
Accounts payable
Accrued expenses
Due to other gavernmenta! units
Due fo other funds
Noncurrent liabilities:
Due within one year
Due in more than one year
Taotal liabilities

Net Assets:
invested in capital assets,
net of related debt
Unrestricted
Total net assets

See Notes to Financial Statements.

Village of Grass Lake
Statement of Net Assets
February 29, 2008

Component
___Unit
Primary Government Downtown
Governmental Business-Type Development
Activities Activities Total Authority
% 465,270 § 257,874 § 723144 § 184,894
47 964 52,694 100,658 113,164
- 220,415 220,415 -
216,825 4,333 221,158 33,766
72 456 72,456
49,792 36,000 85,792 50,000
205,687 4,601,726 4,807,413 -
985,538 5,245,498 6,231,036 381.824
22,359 22,339 -
17,828 17,828 -
- 15,253 15,253 -
72,263 182,660 264,923 -
- 245,000 245,000 -
- 2,610,000 2 610.000 .
112,450 3,052,913 3.165,363 -
255,479 1,782,728 2,038,205 -
617,600 409,859 1.027 468 381,824

b 873088 §

2192585 3 3065673 §

381,824




Village of Grass Lake
Statement of Activities
Year Ended February 29, 2008

Program Revenues

Operating
Charges Grants and Net (Expense}
Functions/Programs Expenses for Services_ _Contributions Revenue
Primary Government
Governmental activities:
Legislative $ 12645 § - $ - $ (12,645)
General government 113,714 5,378 - {108,336)
Public safety 66,096 7,155 - (58,941)
Public works 223,228 - 92,5639 {130,590)
Highways and streets 15,000 - - (15,000}
Culture ang recreation 5,259 - - (5.299)
Sanitation 8,482 - - (8,482}
Interest on long-term debt - - - -
Unallocated depreciation - - - -
Total governmenial activities 444 485 12,533 92 838 (339,283}
Business-type activities.
Water 183,607 236,419 - 52812
Sewer 314,372 212,859 - {101.513)
Total business-type activities 497 979 449278 - (48,701)
Total primary government 3 942,444 § 461811 $ 02639 § (387, 994)
Component Units
Downtown Development Authority $ 34411 § - % - {34,411}

continued..

See Notes to Financial Statements.



Village of Grass Lake,
Statement of Activities {Continued)
Year Ended February 28, 2008

Component
Unit___
Primary Government Downtown
Governmental Business-Type Development
Activities Activities Total Authority
Changes in Net Assets
Net (expense) revenue 3 (339,293) § (48.701) % (387.8904) § (34.411)
General revenues:
Property taxes 183,671 - 183,671 146,830
Unrestricted grants and contribufions 91,401 - 91,401 -
tnterest and investment eamings 782 20,187 20,968 1,525
Ctiher revenues 14,385 13,571 27,956 197
Transfers - internal activities 23,500 60.000 83,500 (68,500
Tota! general revenues and transfers 313,738 93,758 407,497 80.152
Changes in Net Assets (25,554) 45,057 19,503 45,741
Net Assets - Beginning of Year 808 642 2,147,528 3,046,170 336,083
Net Assets - End of Year 3 873088 $ 2192585 3 3.065673 % 381,824

See Notes to Financial Statements.



Assets

Cash
Receivabies:
Taxes receivable
Due from other governmental units
Due from other funds
Total assets

Liabilities and Fund Balances

Liabilities:
Accounts payable
Due to other funds
Salaries payable
Ofther liabilities
Total liabilities

Fund Balances:
Unresernved;undesignaied
Unreserved;undesighated-

reported in nonmajor:
Special revenue funds
Total fund balances

Total liabilities and fund balances

See Notes to Financial Statements.

Village of Grass Lake
Balance Sheet
Governmental Funds
February 29, 2008

Other
Nonmajor
Major Local Governmental
General Street Street Funds Total
$ 281833 & 56,991 § 76,801 % 9,382 % 434,807
16,309 - - 16,309
15,747 12,287 3,620 - 31,654
186,500 30,325 - - 216.825
3 510,489 § 99603 80,221 § 9382 § 699,685
$ 19736 § 225 % 735 % - % 20,696
68,423 - 3,840 - 72,263
13,825 - - - 13,825
4,003 - - - 4003
105,987 225 4,575 - 110,787
404,502 99,378 75,646 - 579,526
- - - 9382 9,382
404 502 098,378 75,648 9,382 588,908
3 510,489 § 99603 3 80221 % 9382 § 689,695




Village of Grass Lake
Reconciliation of Fund Balances on the Balance Sheet for Governmental Funds to Net Assets
of Governmental Activities on the Statement of Net Assets
February 29, 2008

Total Fund Balances - Governmental Funds $ 588,808
Amounts reported for governmental activities in the Statement
of Net Assets are different because:
Capital assets used in governmental activities are not financial
resources and are not reported in the funds.
The cost of the capital assets is 5 541,860
Accumulated depreciation is ___ (288.381)
255,479
Internal service funds are used by management to charge the costs of certain
equipment usage and administrative costs to individual governmental funds.
The assets and liabilities of the internal service funds are included in governmental
activities in the Statement of Net Assets.
Net assets of governmental activities accounted for in the internal service fund 28701
$ 873088

Total Net Assets - Governmental Activities

See Notes to Financial Statements.



Village of Grass Lake
Statement of Revenues, Expendiiures and Changes in Fund Balances
Governmental Funds
Year Ended February 28, 2008

Other
Nonmajor
Major Local Governmental
General Street Street Funds Total
Revenues:
Taxes $ 183671 § - B - % -5 183,671
Licenses and permits 365 - - - 365
Intergovernmental 91,401 72,472 20,167 - 184,040
Charges for services 4,713 - - 7,155 11,868
Fines and forfeitures 300 - - - 300
Other 19,061 355 427 - 18,843
Total revenues 299,511 72,827 20,5594 7,158 400,087
Expenditures:
Legislative 12,645 - - - 12,645
General government 113,714 - - - 113,714
Public safety 57,094 - - 9,002 66,096
Public works 43,384 108,151 64,110 - 215,645
Sanitation 8,482 - - - 8,482
Community and economic development 5.299 - - - 5,299
Taotal expenditures 240618 108,151 64,110 9,002 421,881
Revenues Over
{Under) Expenditures 58,893 _ _ (35324) (43,516) {1.847) (21.784)
Other Financing Sources {Uses):
Operating transfers in 8,500 50,000 50,000 3,000 111,500
Operating transfers out (88.000) - - - {88.000)
Tatal other financing sources (uses) (79.500) 50,000 50,000 3.000 23,500
Net Changes in Fund Balances {20,607} 14,676 6,484 1,153 1,706
Fund Balances - Beginning of Year 425,109 84,702 69.162 8,229 587,202
Fund Balances - End of Year § 404502 § 93378 $ 75646 $ 9,382 § 588,908

See Notes to Financial Statements.



Village of Grass Lake
Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances
of Governmental Funds to the Statement of Activities
Year Ended February 28, 2008

Net Change in Fund Balances - Total Governmental Funds $ 1,706

Amounts reported for governmental activities in the Statement
of Activities are different because:
Governmental funds report capital outlays as expenditures; in the
Statement of Activities, these costs are aliocated over their estimaied
useful lives as depreciation.
Depreciation expense $ (7,584)
Capital outlay - {7.584)

An internal service fund is used by management to charge the costs of
certain equipment usage to individual governmental funds. The net revenue
{expense) of the fund attributable to those funds is reporied with
governmental activities.

Change in net assets from governmenta! activities in the internal service fund (19,676}
Change in Net Assets of Governmental Activities 3 (25,554}

See Notes to Financial Statements.



Village of Grass Lake
Statement of Net Assets
Proprietary Funds
Febhruary 29, 2008

Assets:
Current assets:
Cash and cash equivalents
Accounts receivable
Special assessment receivables
inventory
Due from other funds
Tatal current assets

Property, plant and equipment:
Land
Buildings
Machinery and equipment
Main and accessories
Less accumulated depreciation
Total property, plant and eguipment

Total assets

Liabilities:
Current liabilities (payable from current assets):
Accounts payable
Current portion of long-term debt
Due to other governmental units
Due te ather funds
Total current Habilities (payable from current assets)

Noncurrent liabilities:
Bonds payable
Total noncurrent liabilities
Total iiabilities

Net Assets:
Invested in capital assets, net of related debt
Unrestricted
Total net assets

See Notes to Financial Statements.
10

Governmental

Business-Type Activities Activities

Enterprise Funds Internal

Service

Water Sewer Total Funds

$ 92,982 % 164,892 % 257874 % 30,364
31,243 21,451 52,694 -
- 220,415 220,415 -
- 72,456 72,456 -
- 4,333 4,333 -
124,225 483,547 607 772 30.364
36,000 - 36,000 49,792
- - - 165,494
- - - 174,883
2,519435 3,219,071 5,738,506 -
(267.426) {869.354) _ (1.136.7680) {259.837)
2.288.000 2.348.717 4,637 726 130,332
2412 234 2,833,264 5,245 488 160,696
- - - 1,663
100,000 145,000 245,000 -
- 15,253 16,253 -
69,504 112.756 182.860 -
169.804 273.009 442 913 1,663
1.680.000 920,000 _ 2.610.000 -
1,680.000 920,000 2,610,000 -
1,859,904 1,193,009 3.052.913 1.663
498,009 1,284,717 1,782,726 130,332
54,321 355538 409,859 28 701

$ 552330 § 1640255 § 2.192.585 § 150,033



Village of Grass Lake
Statement of Revenues, Expenses
and Changes in Fund Net Assets
Proprietary Funds
Year Ended February 28, 20038

Governmental
Activities
internal
Service
Water Sewer Totals Funds
Operating Revenues:
Charges for services 3 236419 % 212,859 § 449278 & -
Cther 13,571 - 13,571 50,108
Total operating revenues 249,980 212,859 462,848 50,108
Operating Expenses 136,482 291,099 427 581 54,782
Operating Income {Loss) 113,508 {78.240) 35,268 {4.676)
Nenoperating Revenues (Expenses):
Interest income 5,379 14,808 20,187 -
interest expense {47,125} (23,273} {70,398) -
Total nonoperating reventies (expenses) (41.746) {8,465) {60,211} -
Net Income (Loss) Before Transfers 71,762 {86,705) (14,843) {4,.676)
Transfers In {Out} from Other Funds - 60,000 60,000 f15.000)
Net Income (Loss) 71,762 (26,705) 45,057 {19,676}
Net Assets - Beginning of Year 480,568 1,666,960 2,147,528 178,709
Net Assets - End of Year 3 552330 $ 1640255 & 2,192.585 § 159.033

See Notes to Financial Statements.
o



Village of Grass | ake
Statement of Cash Flows
Proprietary Funds
Year Ended February 29, 2008

Business-type Activifies Governmental
Enterprise Funds Activities -
Water Sewer Internal
Fund Fund Total Service Funds
Cash Flows From Operating Activities:
Cash received from customers, residents and users $ 26638 & 197,683 § 454,321 § 50,106
Payments to suppliers {167,002) {260,7586) (427,758) (38,5662)
Payments to employees {37,505} (58,020) {95,525) -
Net cash provided by (used in) operating activities 52,131 {121,083) {68,962) 11,544
Cash Flows From Capital and Related
Financing Activities:
Collections advance to other funds 44 638 - 44,638
Payments on advance to other funds - (45.179) (45,179) -
Collections on special assessments - 78,608 78,608 -
Purchase of capital assets - - - -
Principal and interest on capital debt {142,125 {163,273} {305,398) -
Net cash used by capital and related
financing activities {G7 487) {129 844} {227,331) -
Cash Flows From Investing Activities:
Transfers in from other funds - 50,000 60,000 -
Transfers out to other funds - - - {15,000}
Interest income received 5,379 14,808 20,187 -
Net cash provided hy invesiing activities 5,379 74,808 80,187 {15,000}
Net Increase {Decrease) in Cash
and Cash Equivalents (39,977) {176,129} {216,1086) (3,456)
Cash and Cash Equivalents - Beginning of Year 132,959 341,021 473,980 33,820
Cash and Cash Equivalents - End of Year $ 92,982 §% 164,802 § 257874 % 30,364

Reconciliation of Operating Income {Loss)
to Net Cash Provided by Operating Activities:
Operating income (loss) § 113,508 & {78,240) 35288 3§ (4,676)
Adjustments to reconcile operating income (loss)
to net cash provided by {used in) operating activities:

Depreciation and amortization 51,101 65,315 116,416 17,320
Changes in:
Accounts receivable 6,648 (15,176) (8,528) -
inventory - 5,267 5,287 -
Accounts payable (118,126) {98,259) (217,385} {1,100)

Net Cash Provided by (Used in} Operating Activities  § 52131 § (121,093) § (68,8962) % 11,544

See Notes to Financial Statements.
12



Village of Grass Lake
Notes to Financial Statements

1. Summary of Significant Accounting Policies
Description of Village Operations

The Village of Grass Lake, Michigan, operates under a Council form of government and provides variocus
services to its residents in many areas inciuding community enrichment and development and human
services and water and sewer services., The criteria established by the Governmental Accounting
Standards Board for determining the various governmental organizations to be included in the reporting
entity's financial statements include oversight responsibility, scope of public service, and special financial
relationships. Education services are provided through the local school system, which is a separate
governmental entity and, therefore, is not represented in the financial statements included herein.

Reporting Entity

Generally accepted accounting principles require the reporting entity to inciude the Village of Grass Lake
(the primary government) and its component units, entities for which the government is considered to be
financially accountable. Blended component units, although legally separate entities, are, in substance, part
of the government's operations and so data from these units are combined with data of the primary
government. Discretely presented component units, on the other hand, are reported in a separate column
in the combined financial statements to emphasize that they are legally separate from the primary
government. These financial statements present the following component units:

Discretely Presented Component Units
Downtown Development Authority - The Downtown Development Authority {(DDA) was formed to enhance

the Village's business district by preservation, creation and implementation of the development plans in the
district fo be financed by taxes from properties within its district.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e, the Statement of Net Assets and the Statement of
Activities) report information on all of the non-fiduciary activities of the primary government and its
component units. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on fees
and charges for support. Likewise, the primary government is reported separately from certain legally
separate component units for which the primary government is financially accountable.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and confributions that are restricted fo meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from the government-wide financial statements. Major
individual governmental funds and major individual enterprise funds are reported as separale columns in
the fund financial statements.

13



Village of Grass Lake
Notes to Financial Statements

1. Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-Wide Statements - The government-wide financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting, as are the proprietary fund
and fiduciary fund financial statements. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been met.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges between the
government's water and sewer funds and various other functions of the government. Elimination of these
charges would distort the direct costs and program revenues reported for the various functions
concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments.  Internally dedicated resources are reported as generat
revenues rather than as program revenues. Likewise, general revenues include all taxes.

Fund-Based Statements - Governmental fund financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered to be available
if they are coliected within the current period or soon encugh thereafier to pay liabilities of the current
period. For this purpose, the government considers revenues to be available if they are collected within
60 days of the end of the current fiscal period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures
related to compensated absences, claims, and judgments, are recorded only when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. All other revenue items are
considered to be measurable and available only when cash is received by the government.

14



Village of Grass Lake
Notes to Financial Statements

1. Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation (Continued)
The government reports the following major governmental funds’

General Fund — This fund is the government's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another fund.

Major Street Fund - This fund is a special revenue fund. It accounts for revenues received primarily from
the State of Michigan Department of Transportation and accounts for street activity relating to the major
street functions of the Village.

Local Street Fund — This fund is a special revenue fund. It accounts for revenues received primarily from
the State of Michigan Department of Transportation and accounts for street activity relating to the local
street functions of the Village.

The government reports the following major proprietary funds:

Water Fund — The Water Fund accounts for the activities of the government's water production,
purification, and distribution systems.

Sewer Fund — The Sewer Fund accounts for the activities of the government's sewage collection and
treatment systems.

Additionally, the government reports the following fund types:

Special Revenue Funds — These funds account for revenue sources that are legally restricted to
expenditures for specific purposes (not including major capital projects).

Internal Service Funds — The internal service funds account for operations that provide services
(equipment rental) to other departments of the Village on a cost-reimbursement basis.

Additional Financial Statement Presentation information - Private-sector standards of accounting and
financial reporting issued prior to December 1, 1989, generally are foliowed in both the government-wide
and proprietary fund financial statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. Governments also have the
option of following subsequent private-sector guidance for their business-type activities and enterprise
funds, subject to this same limitation. The Village has elected not to foliow subsequent private-sector
guidance.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund's principal ongoing operations. The principal operating revenues of the
electric, water and sewer enterprise funds and of the government's internal service fund are charges fo
customers for sales and services. The enterprise funds also recognize as operating revenues the portion
of fees intended to recover the cost of connecting new customers to the system. Operating expenses for
enterprise funds and internal service funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are
reported as nonoperating revenues and expenses.
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Village of Grass Lake
Notes to Financial Statemeants

1. Summary of Significant Accounting Policies (Continued)

Deposits and Investments — Cash and cash equivalents include cash on hand, demand deposits, and
ceriificates of deposit

The Village reports its investments (when applicable} in accordance with GASB Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment Fools. Under
these standards, certain investments are valued at fair value as determined by guoted market prices or by
estimated fair values when guoted market prices are not available. The standards also provide that
cerfain investments are valued at cost {or amortized cost) when they are of a short-term duration, the rate
of return is fixed, and the Village intends to hold the investment until maturity. Accordingly, investments in
bankers’ acceptances and commercial paper are recorded at amortized cost. The Village had no
investments at February 29, 2008.

State statutes authorize the Village to invest in bonds, and other direct and certain indirect obligations of
the U.S. Treasury; certificates of deposit, savings accounts, deposit accounts, or depository receipts of a
bank, savings and loan association, or credit union, which is a member of the Federal Deposit Insurance
Corporation, Federal Savings and Loan Insurance Corporation, or National Credit Union Administration,
respectively; in commercial paper rated at the time of purchase within the three highest classifications
established by not less than two standard rating services and which matures not more than 270 days
after the date of purchase. The Village is also authorized to invest in U.S. Government or federal agency
obligation repurchase agreements, bankers' acceptances of U8 banks, and mutual funds composed of
investments as outiined above. The government's cash and cash equivalents are considered to be cash
on hand, demand deposits and short-term investments with original maturities of three months or less
from the date of acquisition.

State statutes authorize the government to deposit in the accounts of federally insured banks, credit
unions, and savings and loan associations, and fo invest in obligations of the U.S. Treasury, certain
commercial paper, repurchase agreements, bankers’ acceptances, and mutual funds composed of
otherwise iegal investments.

Investments are reported at fair value.

Receivables and Payables — All receivables are reported at their net vaiue. They are reduced, where
appropriate, by the estimated portion that is expected to be uncollectible.

Activities between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either "due to/from other funds” (i.e., the current portion of
interfund loans) or "advances toffrom other funds” (i.e., the nen-current portion of interfund loans). Al
other outstanding balances between funds are reported as "due to/from other funds.”™ Any residual
balances outstanding between the governmental activities and business-type activities are reported in the
government-wide financial statements as "internal balances.”

Prepaid ltems — Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepaid items in both government-wide and fund financial statements.

Restricted Assets — Cerfain proceeds of the enterprise funds’ revenue bonds, as well as cerfain
resources set aside for their repayment, are classified as restricted assets on the balance sheet because
their use is limited by applicable bond covenants. Also, certain resources have been set aside to fund
capital asset replacemeants.
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Village of Grass Lake
Notes to Financial Statements

1. Summary of Significant Accounting Policies {Continued)

Capital Assets — Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable governmental or
business-type activities columns in the government-wide financial statements. Capital assets are defined
by the government as assets with an initial, individual cost of more than $5,000 and an estimated useful
jife in excess of two years. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair value at the date of
donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities, if any, is included as
part of the capitalized value of the assets constructed. No such interest expense was incurred during the
current fiscal year.

Capital assets of the primary government are depreciated using the straight-ine method over the
following estimated useful lives:

Assets Years
Buildings and improvements 50
Machinery and equipment 5-20
tnfrastructure 20
Systems and improvements 10 - 50

Compensated Absences ~ Village personnel policies provide fuli-time empioyees with one week of
vacation leave after one year of employment; two weeks after two years; and three weeks after five years.
Sick leave is granted at the rate of one day per month, limited to a maximum of thirty days accumulation.
Neither vacation nor sick time is recorded until paid. Current accumulated leave time is immaterial,

L ong-Term Obligations - In the government-wide financial statements, and proprietary fund types in the
fund financial statements, long-term debt and other iong-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type Statement of Net
Assets. Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the
life of the bonds using the effective interest method. Bonds payable are reported net of the applicable
bond premium or discount. Bond issuance costs are reported as deferred charges and amortized over
the term of the relatec debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.
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Village of Grass Lake
Notes to Financial Statements

1. Summary of Significant Accounting Policies (Continued)

Fund Equity — In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside parties for use for a
specific purpose. Designations of fund balance represent tentative management plans that are subject to
change.

When both restricted and unrestricted resources are available for use, it is the government's policy to use
restricted resources first, then unrestricted resources as they are needed.

Property Taxes - The government's property taxes are levied each July 1 on the taxable valuation of
property located in the Village as of the preceding December 31, the lien date. Property taxes are
payable without penalty and interest through August 31; as of March 1 of the succeeding year, unpaid
real property taxes are sold to and collected by Jackson County.

Assessed values as established annually by the government, and subject to acceptance by the County,
are equalized by the State at an estimated 50% of current market value. Real and personal property in
the Village for 2008 had a taxable value of approximately $28,210,000 {not including properties subject to
Industrial Facilities Tax exemption), representing 50% of estimated current market value. The
government's general operating tax rate for fiscal year 2007-08 was 7.7032 milis for general operations.

Property taxes for the DDA are derived from a tax increment financing agreement between the DDA and
other related taxing districts. Under this arrangement, the DDA receives those property taxes levied on
the increment of current taxable vaiuations (determined as of the preceding December 31, the lien date)
over base year assessed valuations on certain property located in the Village of Grass Lake, which are
within the DDA district. Property taxes are recognized in the fiscal year in which they are levied.

2. Stewardship, Compliance and Accountability

The general and special revenue funds are the governmental fund types under formal budgetary control.
The Village adopts its budget in accordance with Public Act 621, the Uniform Budgeting and Accounting
Act, which mandaies an annual budget process and annual appropriation act to implement the budget.

1) A general and special revenue funds budget is presented to Village Council in January, at which time
hearings on the budget are scheduled. A Public Hearing is held in February and a special meeting is
held to give all elected officiais the opportunity to discuss their budget with the Council.

2} The budget, and an appropriation crdinance implementing i, is then adopted in February.
3} Formal budget integration is employed as a management controi device during the year for all funds.

4} Budgets presented for the general and special revenue funds were prepared on the modified cash
basis of accounting. Encumbrances are not recorded at year end.

5) Expenditures may not legally exceed activity (department} totals. Violations if any, are noted in the
required supplementary information section.

6) Budgets for the current year are carefully reviewed during the year for any revision of estimates.
Proposed increases or reductions in appropriations are presented to the Council for their action. The
legistative body amends the general appropriation act as soon as it becomes apparent this action is
necessary.
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Village of Grass Lake
Notes to Financial Statements

2. Stewardship, Compliance and Accountability (Continued}

7) The Council has the authority to amend all budgets at the fund leve! through the appropriation
ordinance. It further has the right to amend the general fund at the activity level if it desires.
Management has no authority to amend budgets at the fund level. Management can do ftransfers
within funds at the deparimental level without governing board approval but not between
departments.

8) The budgetary information presented has not been amended during the year by an official action of
the Viliage Council.

8) All budget appropriations lapse at the end of each fund's fiscal year.

3. Cash and Cash Equivalents

To facilitate better management of the Village's resources, cash is combined in a pooled operating
account for much of the Village’s activity.

At year-end, the Village's deposits were reported in the basic financial statements in the following

categories:
Total
Governmental Proprietary Primary Component
Activities Funds Government Unit Total

Cash and investments $.465.270 $.257.874 $.723,144 $.184.894 $_90B.038

The breakdown between deposits and investments for the Village is as follows:

Deposits (checking and savings accounts, certificates of deposit) $ 907,931
Petty cash and cash on hand 107
Total $_908.038

Custodial Credit Risk — Deposits — Custodial credit risk is the risk that in the event of a bank failure, the
Village's deposits may not be returned. The Village has not adopted and State law does not require a policy
for deposit custodial credit risk. As of year end, $938,102 of the Village's bank balance of $1,047,959 was
exposed to custodial credit risk because it was uninsured and uncollateralized.

4. Receivables

Receivables of the governmental activities of the primary government
at year end, consist of the following:

Other governmentat units (primarily the State of Michigan) $ 144,411
Taxes 16,309
$_160,720
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Village of Grass Lake
Notes to Financial Statements

5. Capital Assets

Capital assets activity for the year ended February 28, 2008 was as foliows:

Beginning Ending
Primary Government Balance Additions Disposals  Balance
Governmental Activities:
Capital assets not being depreciated:
Land $_ 49792 § - 9 - $__ 49792
Total capital assets
not being depreciated 49,792 - - 49,792
Capital assets being depreciated:
Buildings and improvements 165,494 - - 165,494
Machinery and equipment 174,883 - - 174,883
Infrastructure 151.691 - - 161.691
Total capital assets
being depreciated 492 068 - - 492,068
Accumulated depreciation:
Buildings and improvements 87,293 7,820 - 95,113
Machinery and equipment 155,224 9,500 - 164,724
Infrastructure 18.960 7.684 - 26,544
Total accumulated depreciation 261,477 24,904 - 286,381
Total capital assets
being depreciated - net 230,591 (24,804) - 205,687
Governmental aclivities
capital assets - net $__280.383 $__(24904) % - % 255479
Beginning Ending
Business-Type Activities Balance Additions __ Disposals Balance
Capital assets not being depreciated:
Land $_ 36000 % - % - §__ 36,000
Total capital assets
not being depreciated 36,000 - - 36,000
Capital assets being depreciated:
Systems and improvements 5,707,386 - - 5,707,386
Machinery and equipment 31,120 - - 31,120
Total capital assets
being depreciated 5,738,506 - - 5,738,506
Accumulated depreciation 1,020,364 116,416 - 1,136,780
Total capital assets
being depreciated - net 4,718,142 {116,416} - 4601.726
Business-type activities
capital assets - net $4,754,142 $_(116416} $ - $4,637,726

20



5. Capital Assets (Continued)

Village of Grass Lake

Notes to Financial Statements

Depreciation expense was charged to functions/programs of the primary government as foilows:

Governmentai Activities:
Public works

Capital assets held by the Village’s internal service funds are charged
to the various functions based on their usage of the assets

Total depreciation expense - governmental activities

Business-Type Activities:
Sewer
Water

Total depreciation expense — business-type activities

6. Interfund Transfers

Transfers:
General Fund
Major Street
Local Street

Internai Service Fund

Building Inspection Fund

Sewer Fund

Component Unit (DDA)

Transfers In

$

8,500
50,000
50,000

3,000
60,000

$.171.500

$ 7584
7,320

$_24904

$ 65315
51,101

$116.4186

Transfers Qut

$ 88,000
15,000

68,500
$_171,500

Transfers are used to: (1) move revenues from the fund that is reguired to cellect them to the fund that is
required or allowed to expend them; (2) move receipts restricted to or allowed for debt service from the
funds collecting the receipts to the debt service fund as debt service payments become due; and (3} use
unrestricted revenues collected in the general fund to finance various programs accounted for in other
funds in accordance with budgetary authorizations.

7. Long-Term Debt

The Village issues bonds to provide for the acquisition and construction of major capital facilities. General
obligation bonds are direct obligations and pledge the full faith and credit of the Village.

Business-fype activities - long-term obligation activity can be summarized as follows:

Business-Type Activities:
Bonds
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Balance Additions Reductions
$3.090.000 $_____ - $_(235.000)

Amounts
Due
Ending Within One
Balance Year

$2,855.000 $_.245.000



Village of Grass Lake
Notes to Financial Statements

7. Long-Term Debt (Continued)

Interest Maturing Principal
Business-Type Activities Rate Through Qutstanding
1993 Michigan State Revolving
Loan Program Bonds 2.00% 2015 $1,065,000
2002 Michigan State Revolving
Lozan Program Bonds 2.50% 2023 1.7580.000
$2.855,000
Principal interest Total
2009 $ 245,000 $ 64,600 $ 309600
2010 245,000 59,200 304,200
201 255,000 53,750 308,750
2012 255,000 48,126 303,126
2013 285,000 42,450 307,450
2014-2018 915,000 136,026 1,051,026
2019-2023 875,000 51,378 726.378
Total $2.855.000 $_ 455530 $3.310.6530

9. Risk Management

10.

.

The Village is exposed fo various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. During the fiscal year, the Village carried
commercial insurance to cover all risks of losses. The Village had no setiled claims resuiting from these risks
that exceeded their commercial coverage in any of the past three fiscal years.

Contingencies
The Village is subject fo legal action as a normal course of business. However, management, with counsel's

assistance, vigorously upholds their position on any such action. The ultimate resolution of these matters is not
ascertainable at this time. No provision has been made in the financial statements related to these claims.

Shared Services Agreements

The Jackson County Sheriff Department provides law enforcement services to the Village and its residents.
Under this agreement, the Village is bilied monthly on an hourly basis for the services provided.

Grass Lake Township provides fire protection services to the Village and its residents, which is funded through a

tax levy on Village and Township property owners. The Township levies and collects all of the property taxes for
fire protection.
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Village of Grass Lake
Notes to Financial Statemenis

12. Segment information — Enterprise Funds

The government issued revenue bonds fo finance certain improvements to its water and sewer distribution
and treatment systems. Because the Water and Sewer Funds, which are individual funds that account
entirety for the government's water distribution and treatment and sewage disposal and treatment activities,

are segments, and are reported as major funds in the fund financial statements, segment disclosures herein
are not required.
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Required Supplemental Information



Revenues:

Taxes

Licenses and permits
Intergovernmental
Charges for services
Fines and forfeitures
Other

Total revenues

Expenditures:
Legislative:
Council

General government:
Village manager
President
Elections
Clerk
Treasurer
Building and grounds
Other
Total general government

Public safety:
Police

Public works

Sanitation

Community and economic development:

Planning commission

Total expenditures

Revenues Over (Under) Expenditures

Other Financing Sources {Uses):

Transfers in
Transfers out

Total other financing sources (uses)
Net Changes in Fund Balances

Fund Balances - Beginning of Year

Fund Balances - End of Year

Village of Grass Lake

Budgetary Comparison Schedule

General Fund

Year Ended February 29, 2008
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Budgeted Amounts
Original Final Actual

5 170,000 $ 253,570 % 183,671
500 500 3685

75,000 89,297 91,401
8.000 4,713 4,713

100 300 300

9,800 11114 18,061

263.400 359,484 299,511
25,250 19.881 12,645
25110 28,175 26,982
5,620 3,700 3,159

2,500 2,500 -
12,050 10,650 9,353
11,600 8,846 7,814
104,200 56,300 52,033
15,900 14,600 14,373
176,980 124,771 113,714
53,000 52,000 57.094
68.000 41,100 43,384
10,000 8,000 8482
10,300 5,935 5,299
343,530 252,687 240618
(80,130) 106,807 58,893

- 8,500 8,500
(85,000) {88,000} {88,000}
{85.000) (79,500} {79,500}
(165,130) 27.307 {20,607
425,109 425109 425109

$ 280079 8 452,418 § 404,502




Revenues:
State grants
Interest and rentals
Total revenues

Expenditures:
Highways and streets:
Maintenance
Traffic services
Winter maintenance
Administration
Total expenditures

Revenues Over {Under) Expeditures

Other Financing Sources (Uses):
Operating transfers in
Total other financing sources (uses)

Net Changes in Fund Balances

Fund Balances - Beginning of Year

Fund Balances - End of Year

Village of Grass Lake
Budgetary Comparison Schedule
Major Street Fund
Year Ended February 29, 2008

Budgeted Amounts

Original Final Actual
$ 67,000 72079 % 72472
800 325 355
67.800 72404 72827
78,350 61,250 57,798
6,300 3,800 3,080
17,000 19.000 17,119
82,450 30,500 30,174
184,100 114,550 108,151
{116.300) {42,148) {35324}
50,000 50,000 50,000
50,000 50,000 50,000
(66,300) 7,854 14,678
84 702 84 702 84,702
$ 18402 $ 92556 $ 69378
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Revenues:

Stafe granis
Interest and rentals
Total revenues

Expenditures:
Highways and streets:
Maintenance
Traffic services
Winter maintenance
Administration
Total expenditures

Revenues Over
{Under) Expenditures

Other Financing Sources {Uses):
Operating transfers in
Total other financing sources (uses)
Net Changes in Fund Balances

Fund Balances - Beginning of Year

Fund Balances - End of Year

Village of Grass Lake
Budgetary Comparison Schedule
Local Street Fund
Year Ended February 29, 2008

Budgeted Amounts

Original Final Actual

5 17,000 % 18735 § 20,167
350 400 427

17.350 19,135 20,584
43,800 42,000 38,112

2,000 500 299
15,600 18,600 17,901
7,300 10,100 9,788
68,700 71,200 54,110
{51,350} {52,065} {43,516)
50,000 50,000 50,000
50,000 50,000 50,000
{1,350} {2,065) 6,434
69,162 69,162 69,162

3 67.812 3 67097 § 75,646
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Viliage of Grass Lake
Schedule of Bonded Indebtedness
Water Fund
February 28, 2008

Michigan Municipal Bond Authority
Revenue Bonds - Series 2002

Issue Amount Interest Maturity Interest
Date of Issue Rate Date 2/29/2008 Payable
September 26, 2002 $ 2,255,000

2.500% 4/1/2008 § 100,000 $ 44,750
2.500% 4/1/2009 100,000 42,250
2.500% 4/1/2010 105,000 39,750
2.500% 41212011 105,000 37,126
2.500% 41112012 110,000 34,500
2 500% 47112013 115,000 31,750
2.500% 47112014 115,000 28,876
2.500% 4212015 120,000 26,000
2.500% 4/1/2016 120,000 23,000
2.500% 41172017 125,000 20,000
2.500% 4{1/2018 130,000 16,876
2.500% 4/2/2019 130,000 13,626
2.500% 4/1/12020 135,000 10,376
2.500% 41112021 140,000 7,000
2.500% 4/142022 140,000 3,500

$ 1,790,000 § 379,380
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Village of Grass Lake
Schedule of Bonded Indebtedness
Sewer Fund
February 29, 2008

Michigan Municipal Bond Authority
Revenue Bonds - Series 1993

Issue Amount interest Maturity Interest
Date of Issue Rate Date 2128/2008 Payable
September 30, 1983 $ 2638515

2.000% 10/1/2008 $ 145,000 % 19,850
2.000% 10/1/2009 145,000 18,950
2.000% 10/1/2010 150,000 14,000
2.000% 10/2/2011 150,000 11,000
2.000% 104112012 155,000 7,950
2.000% 10/1/2013 160,000 4,800
2.000% 10/1/2014 160,000 1,600

$ 1,065000 § 76,150
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